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PROJECT ASSISTANCE COMPLETION REPORT 
INDUSTRIAL RECONSTRUCTION PROJECT 

PROJECT No. 519-0323 

I SUMMARY OF THE PROJECT 

The Free Zone Development Project was slgned wlth the 
Government of El Salvador (GOES) on August 31, 1988, wlth an 
orlglnal PACD of September 1: 1993 The Projectls orlglnal total 
fundlng was $26 0 mllllon, $21 0 mllllon to be Implemented 
through a Grant Agreement wlth the GOES, and $5 0 mllllon through 
a Cooperatlve Agreement wlth the Salvadoran Foundatlon for 
Economlc and Soclal Development (FUSADES) Addltlonal funds In 
the amount of $13 4 mllllon were to be provlded as counterpart 
contrlbutlon Due to prohlbltlons contamed In Sectlon 599 of 
the Forelgn Assistance Approprlatlon Act for FY193, the Pro]ectJs 
overall authorized fundlng was reduced to $15,545,000 and on May 
30, 1994 the Prolect was redesigned, becomlng the Industrlal 
Reconstructlon Prolect with a new PACD of December 31, 1996 
Because of delays In prolect ~mplementatlon, a total of 
$9,255,345 were deobllgated In 1996 $6,607,786 from the GOES 
Grant Agreement, accordlng to Amendment No 4 dated July 31, 1996, 
and $2,647,559 from the FUSADES Cooperatlve Agreement, accordlng 
to Amendment No 12 dated August 1, 1996 The deobllgatlon was 
due to the fact that by July 1996 the assistance belng provlded 
to one lndustrlal park (Concordla Industrlal Park) was st111 In 
the feaslblllty studles and deslgn phase Slnce the development 
of these type of prolects lmplles a lengthy execution process, an 
extension of the Project for at least two years would have been 
reqmred In addat~on, after USAID/E1 Salva6or defmed ~ t s  sew 
strategy, lndustrlal development was no longer an ob~ectlve for 
the Mlsslon 

A Flrst Phase of the Proiect (Free Zone Development ~roiect) 

Goal and Purpose 

The goal of the Prolect was to lncrease productlve 
employment opportunltles and forelgn exchange earnlngs In the 
export sector, asslstlng the country's economlc stablllzatlon and 
recovery efforts 

The purpose of the Project was to develop private free zones 
In El Salvador through the establishment of a revolving cred~t 
faclllty for prlvate free zones, and to unprove the 
admlnlstratlon and servlces offered by the Government of El 
Salvador's (GOES) free zone at San Bartolo In order to lncrease 
productlve employment, mvestment and forelgn exchange earnlngs 
In the export sector 



Project Components 

The Project lncluded the following malor components 1) the 
Prlvate Free Zone Development component provlded long-term 
flnanclng and technlcal assistance to Salvadoran investors to 
promote the successful establishment of prlvate free zones, 2) 
Promotlon and Marketlnq provlded technlcal asslstance, tralnlng 
and operatlonal support to the Export and Investment Promotlon 
Program (PRIDEX) at the Salvadoran Foundation for Soclal and 
Economlc Development (FUSADES) to promote El Salvador's free zone 
program, both domestically and mternatlonally, and 3) 
Infrastructure and Institutional Suwort designated to help 
Improve operations and management of the San Bartolo Free Zone, 
to fortlfy the Government's lnformatlon program and to asslst In 
establlshlng an efficient regulatory framework for free zones 
development throughout the country In addltlon, under thls last 
component, counterpart fundlng was provlded by the GOES to 
Install the requlred external lnfrastructure for the prlvate free 
zones 

B Second Phase of the Proiect (Industrial Reconstructlon 
Pro1 ect ) 

Goal and Purpose 

The goal of the Industrlal Reconstructlon Project was to 
asslst El Salvador make the transltlon from war to peace and to 
encourage equitable economlc growth, through lndustrlal 
development and job generation In the former confllctlve zones 

The Project purpose was to promote productive employment In 
the ex-conflictive zones through financing of Infrastructure for 
lndustrlal parks and provlslon of technlcal asslstance to 
mdustrlal park developers 

Pro j ect Components 

The Project consisted of two inter-related components 1) 
the GOES Component, which provlded funds to finance the 
constmctlon of external infrastructure for industrial parks In 
ex-conflictive zones, traln public sector officials lnvolved in 
the Project In areas related to industrial development and 
environmental protection, and provide institutional support for 
the Prqect Coordination Unlt wlthln the Minlstry of Economy 
( M I m C )  , and 2)  the Prlvate Sector Component, whlch provlded 
funds to FUSADES/PRIDEX to carry out pre-investment studles for 
prlvate sector investors interested in developing lndustrlal 
parks Ln ex-conflictive zones, to support the reform of export 
legnslatlon and other measures dlrected at trade expansion, to 
promote the asslstance available to developers under the Project, 
and to cover the operatlonal costs of managmg the Project 



Present status of the Prolect 

The Industrlal Reconstruction Actlvlty offlclally termmated 
on December 31, 1996, and a nme-month no-cost extension (up to 
September 30, 1997) was approved for the completion of close-out 
audlts for both components After Project goals were reduced to 
the execution of the feaslblllty and deslgn studles for only one 
lndustrlal park and funds were deobllgated, the GOES became 
responsible for the construction of the publlc servlces 
lnfrastructure of the Concordla Industrlal Park The GOES, 
through the Technlcal Secretarlat for External Financing 
(SETEFE), 1s currently constructing the publlc servlces 
lnfrastructure of Concordla Industrlal Park 

I1 FINANCIAL STATUS 

A The following table summarizes obllgatlons and disbursements 
under the Prolect No 519-0323 

Oblisatlons Ex~endltures 
Free Zone Develo~ment 

FUSADES Component $ 1,866,266 $ 1,866,266 
GOES Component $ 8,863,931 $ 8,863,931 

Sub-Total $10,730, 197 $10,730,197 

Industrlal ~econstructlon~ 

PUSADES Compon en t 
Technlcal Assistance to 
Industrial Parks $ 229,426 
Promotion Program $ 16,166 
PRIDEX Operational 
Support $ 113,666 
Overhead $ 87,829 
AID Pro] ect Management $ 424 
Audlt/~lnanclal Renew $ 16,242 
Cn,h-Tot~1 
""A,2 $ 463,753 

GOES C o m p o n e n  t 
Pro -J ect Coordlnatlon 
Lklt $ 67,374 
Sub-Total $ 531,127 
Total $11,261,324 

1 After the redeslgn In May 30, 1994 

2 After the deobllgatlon 



Summary of Counterpart Contrlbutlons 

FUSADES Component 

Estimated 
Descrl~tion Counterpart 

Free Zone Development 

TA F r e e  Zone 
D e v e l o p e r s  $ 
T r a l n m g  
Free Zone Promotion 
TA to PRIDEX 
Operatlonal Support-PRIDEX 
Capltal expendxtures 
(bulldlng) 

Overhead 
USAID Management Costs 
Evaluatlon/Audit 
Contingencies - 

Sub-Total $ 707,000 

Industrlal Reconstructlon 

TA t o  I n d u s t r ~ a l  
P a r k s  9 426,333 

Sub-Total $ 426,333 

Total $ 1,133,333 

F'unds 
Disbursed 
by USAID 

Actual 
Counterpart 

For the Free Zone Development Prolect, counterpart 
contrlbutlons were to be provided based only on funds dlsbursed for 
TA and tralnlng, and for the Industrlal Reconstructlon Pro-~ect, 
based only on funds dlsbursed for TA Total funds dlsbursed by 
USAID Bor the aforementioned actlvltles are $583,406, and total 
contributed by FUSADES 1s $196,131 The actual counterpart 
contrlhutlon provlded represents 25% of the total amount spent on 
these actlvltles 



GOES Component 

Estimated 
Description Counterpart 

Free Zone Development 

Prlvate Free Zone Credlt 
Faclllty4 $ 6,600,000 
Infrastructure (HCOLC) $ 6,000,000 
Tralnlng - - 
Project Coord Unlt $ 132,000 
Contingencies $ - - 

Sub-Total $12,732,000 

Industrlal Reconstructlon 

Infrastructure $ 3,085,636 
Project Coord Unlt $ 50,000 
- 

Sub-Total $ 3,135,636 
Total $15,867,636 

Funds 
Disbursed 
bv USAID 

Actual 
Counterpart3 

Of the $21 0 mllllon orlglnally authorized for the Free Zone 
Development Project, USAID only dlsbursed $8,863,931 through the 
GOES Component, and total counterpart contribution was 
$11,821,040 The counterpart contrlbutlons made by the GOES and 
prlvate investors surpassed total funds provlded by USAID In 
regard to the Industrlal Reconstructlon Project, counterpart 
contrlbutlons were to be provlded based on funds dlsbursed by 
USAID for the Infrastructure and Project Coordlnatlon Unit 
Components USAID dld not dlsburse funds for the infrastructure 
component and funds were deobllgated USAID only dlsbursed funds 
for the Project Coordmatlon Unlt In the amount of $67,374, and 
the Muustry of Economy provlded in-kmd contrlbutlons in the 
amount of $22,413, representing 25% of total funds spent by the 
Coordlnatlon Unit 

I11 PROJECT ACCOMPLISHMENTS 

A Free Zone Development Project 

Before the passage of Section 599 of the Forelgn Assistance 
Approprlatlon Act of 1993, the Project supported the development 
of three private free zones (El Pedregal, El Progreso and San 
Marcos] through funding of pre-investment studles, and technical 
assistance and tralnlng to free zone developers on free zone 

3 Based on audlt to the Central Reserve Bank (BCR) carrled out by 
Prlce Waterhouse for the perlod October 1 1990 to December 31, 
1993 

4 Sub-borrower's contrlbutlons 



assistance and tralnlng to free zone developers on free zone 
admlnlstratlon and operation, through FUSADES In addltlon, 
construction of publlc servlces ~nfrastructure, through the GOES 
The Project also tralned Government offlclals on credlt analysls 
of free zone prolects and on how to provlde better support to 
export actlvltles As of December 1993 the Free Zone Development 
Prolect reported the following achlevements 

10,200 new lobs (approxlmately 8,670 lobs benefitted 
women) , 

$22 6 mllllon In new exports6, 
52,900 square meters of lndustrlal space bullt, 
35,000 square meters of lndustrlal space rented, and 
14 export flrms operating In three free zones 

B Industrial Reconstruction Prolect 

Because of the declslon taken by the Mlsslon on July 30, 1996, to 
deobllgate $9,255,345 from the Project and to reduce ~ t s  goals, 
the achlevements were reduced to the performance of only the 
feaslblllty and deslgn studles of Concordla Industrlal Park 
These studles were flnlshed by December 1996 and are belng used 
by SETEFE to bulld the publlc sewlces infrastructure for the 
park 

IV EVALUATIONS AND AUDITS 

Because there was no mtentlon to contlnue wlth free zone 
development In the country, due to prohlbltlons contamed In 
Sectlon 599 of the Forelgn Assistance Approprlatlon Act, a mid- 
term evaluatlon of the Free Zone Development Pro-~ect that was 
scheduled for the last quarter of 1992, was cancelled Slnce the 
Industrlal Reconstructlon Project goals were reduced, the Mlsslon 
declded that a fmal evaluatlon was not needed 

5 As of June 8, 1998 El Pedregal El Progreso and San Marcos Free 
Zones have generated In total 15,255 dlrect jobs, and conslderlng 
that each employment beneflts In average 5 famlly members, these 
three free zones are currently beneflttlng approxlmately 76,275 
persons When El Pedregal reaches full capacity, total lobs 
generated by the three free zones would be approxlmately 30,727 

6 The three free zones bullt wlth Project funds generated $319,8 
mllllon In exports durlng 1997 and aggregated value for $78 8 
mllllon (Source CENTRM, BCR March 1998) 



GOES Component 

In 1996, an audlt of the credlt llne flnanced by the Free 
Zone Development Project was carrled out by Prlce Waterhouse for 
the perlod August 1988 to December 31, 1993 Audlted funds 
totaled $8,825,278 disbursed to free zone developers through the 
Central Reserve Bank The audlt revealed that the Central 
Reserve Bank has to lmprove ~ t s  Internal control procedures to 
assure an appropriate flle system of documents related to Project 
lmplementatlon and that counterpart contrlbutlon provlded by free 
zone developers was not well documented All audlt flndlngs were 
completely resolved and closed on March 24, 1998 after a long 
process to document counterpart contrlbutlons provlded For the 
$67,374 spent by the Industrlal Reconstructlon Prolect 
Coordlnatlon Unlt at Mlnlstry of Economy, a Flnanclal Renew was 
carrled out dlrectly by uSAID/CONT In December 1997 The period 
covered by thls revlew was January 1, 1995 to June 30, 1996 The 
flnanclal revlew revealed that expenses made by the Mlnlstry of 
Economy were well supported and the Mlnlstry complled wlth the 
necessary lnternal controls, theref ore, the- ~ l n l s t r ~  of Economy 
managed the funds adequately and planned goals were met 

FUSADES Component 

Peat, Marwlck and Mltchell & Co carrled out the close-out 
audlt of the FUSADES Component of the Industrlal Reconstructlon 
Project, coverlng the perlod of January 1 to December 31, 1996 
Based on a memorandum from the Bureau for Management Offlce of 
Management Plan and Innovation (M/MPI) dated July 23, 1998, all 
audlt flndlngs are completely closed and no further actlon 1s 
necessary 

V SUMMARY OF LESSONS LEARNED BY THE PROJECT 

Csnslderlng that there are no Project evaluations, the 
followmg comments are based on USAID Project Management 
experience 

1 Sance lndustrlal development 1s one of the economlc 
actlvltles that generates employment more rapldly, the 
promotion of free zones and lndustrlal parks could be a verl 
good economlc alternative for countries llke El Salvador, 
where agriculture 1s hmdered by geographic, flnanclal and 
technological resources Industrlal development provldes 
access to employment to less quallfled labor, helplng to 
Increase thelr economlc and soclal opportunltles and thus 
lessening soclal polltlcal pressures 



The generation of employment In the formal sector of the 
economy, through Industrial development, hlghly beneflts 
labor by openmg ~ t s  economlc and soclal opportunltles 
through the access of houslng facllltles, the "Fondo Soclal 
para la VivlendaN, and medlcal care and retirement program 
through the "Institute Salvadorefio del Seguro Soclaln 

CONCLUSIONS 

The Free Zone Development Project has contrlbuted to promote 
the construction of four addltlonal free zones, two already 
In operatlons -Export Salva and Amerlcan Industrlal Park-, 
whlch to date have generated 8,400 new jobs, and Lido and El 
Salvador whlch are gomg to start operatlons by November 
1998 

In splte that lndustrlal development 1s not currently an 
area of interest to USAID, ~t 1s st111 an area that needs 
further development In El Salvador The free zones have 
benefitted and contmue to beneflt an Important portlon of 
El Salvador's poor population and have also contrlbuted to 
lndustrlal development, therefore the development of 
technical expertise In thls sector at different levels 
should be promoted 

VII. POST-PROJECT AND FOLLOW UP ACTIONS 

No further monltormg and follow-up by USAID 1s foreseen 


